James R. Favor & Company
Phi Delta Epsilon International Medical Fraternity
Risk Management & Insurance Program
Minimum Insurance Requirements
for
Independent Contractors
Before Independent Contractor agreements are finalized and any work is performed,
Written Evidence of Insurance, as illustrated by the attached Specimen Certificate of
Insurance, should be obtained from all Independent Contractors.
Independent Contractors are a frequent source of problems and potentially significant losses for
Fraternities and Sororities. When their use is carefully planned, they have also been proven to be
a very effective method of risk reduction and transfer for fraternities and sororities.

ADDITIONAL RISK MANAGEMENT TIPS
1)
Independent Contractors should only be
used subject to a written contract that has been
reviewed by both your legal counsel and
insurance advisors.
2) Hold Harmless and Indemnification Clauses
that make Independent Contractors responsible
for the defense and payment of any claims or
losses that may arise out of their acts or
omissions should be included in your contracts.
3) To further protect yourself, require that the
Independent Contractor provide you with
Additional Insured status under their insurance.
4) As an Additional Insured, require that the
Independent Contractor and their insurer agree
that if claims arise, the Independent Contractors
insurance will be primary and your insurance will
strictly be excess and non-contributory.
5) Require that the Independent Contractor’s
insurance may not be cancelled or non-renewed
without providing you with at least (30) thirty
days prior written notice via certified mail.

6)
Independent Contractors providing or
serving alcohol should be properly licensed and
provide proof of insurance for both Host Liquor
and Liquor Legal Liability with limits of not less
than $1,000,000 per occurrence.
7)
Independent Contractors providing legal
age identification checks, security or crowd
control services for events should also provide
proof of Personal Injury Liability insurance
coverage for Assault and Battery, False Arrest,
and Invasion of Privacy with limits of not less
than $1,000,000 per occurrence.
8)
Higher limits and other coverages, such as
Property, Installation or Builders Risk coverage
or Performance or Honesty Bonds, may be
needed based on the work to be performed.
9)
For more information about Independent
Contractors exposures, request our brochure
“Independent Contractors a Review of Exposures
and Recommendations. It provides a more
detailed Review of these Exposures & our Risk
Management Recommendations.

Questions & Additional Help
Our staff is always available to answer your questions or assist your legal counsel in reviewing
Independent Contractor agreements, or reviewing the insurance certificates provided by Independent
Contractors. Please contact us at James R. Favor & Company, 14466 East Evans Avenue, Aurora,
Colorado 80014-1409. WATS (800) 344-7335 • TEL. (303) 750-1122 • FAX (303) 745-8669 • JRFCO.COM.
Copyright © 2008 James R. Favor

ORS OR EMPLOYEES?
THE 20 FACTOR TEST
The Internal Revenue Service (coordinating closely with the respective state agencies charged with
payroll tax compliance enforcement in each state) applies a 1987 Revenue Ruling (87-4) known as the
“20 Factor Test” to determine if workers are employees or Independent Contractors. A “yes” answer
to any of the 20 questions would indicate that the person is an employee and not an Independent
Contractor. The detailed discussion of each of these factors clearly demonstrates the rigorous
standards that must be met in order to lawfully classify a worker as an Independent Contractor.
The message that runs throughout the 20 Factor Test is that the right to control is critically important
in determining whether an individual is an employee or an Independent Contractor. If control by the
Fraternity or Sorority can be demonstrated in any of these 20 areas, then the governing authority will
possibly find an Employer / Employee relationship exists. While the 20 Factor Test is a measure of
Independent Contractor status, many states have the definition of Employee or Independent
Contractor written into the Worker’s Compensation statutes or other separate laws dealing with
employment.
1) Instructions – Is the person required to
comply with instructions about when, where and
how the work is to be done? If a person is required
to comply with instructions as to when and how to
perform the work, that person is likely an employee.

6) Continuing Relationship – Is there a
continuing relationship between the person and the
company?
An ongoing relationship with an
individual in a company tends to indicate the
existence of an employer/employee relationship.

2) Training – Is the person provided training? Is
the individual receiving training by an experienced
employee working with him or her? Training points
to employee status, since it indicates that the
employer wants the services to be performed in a
particular manner and is exerting control.

7) Set Hours of Work – Does the company set
work schedules? If the company can set specific
hours as to when the individual must be on the job,
the person will likely be considered an employee.

3) Integration – Are the services for the
operations of the company? The more integrated
the individual’s task is, the more likely the company
has control – making the individual an employee.
4) Service Rendered Personally – Are the
services provided personally by the individual? If
the service must be rendered by a particular
individual, then the employer likely has control,
meaning the individual is likely an employee.

5) Hiring, Supervising and Paying Assistants
Does the company hire, supervise or pay assistants
to help the person? If the company controls these
activities, employee status is indicated.

8) Full Time Required – Does the person devote
his or her full work time to the company? If the
company requires an individual to devote full time
to the business, the individual is likely an employee.
9) Location Of Work – Is the work performed at
the company’s place of business or at specific
places designated by the company? Control is the
key word. Control over the place of work, on
company premises or a site determined by the
company, indicates an employee relationship.
10) Order Or Sequence Of Work – Does the
company direct the sequence of the work
performed? If the employer can set the sequence
in which services are to be performed, then control
is being exercised, and the individual providing
services is an employee.

Source: Resources, Fall 1998 (National Alliance for Insurance Education & Research)

